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MATURITIES, PRINCIPAL AMOUNTS, INTEREST RATES AND PRICES OR YIELDS

$66,600,000 Veterans Bonds Series BM (NON-AMT)—Price: 100%

Maturity Maturity
Date Principal CUSIP Date Principal CUSIP

(Dec. 1) Amount Coupon Number (Dec. 1) Amount Coupon Number
2002..... $ 100,000 4.10% 130628XES 2008..... $100,000 4.65% 130628XL9
2003..... 6,520,000 4Y, 130628XF2 2009..... 100,000 4% 130628XM7
2004..... 6,595,000 4.35 130628XG0 2010..... 100,000 4.85 130628XNS
2005..... 100,000 4.40 130628 XHS8 2011..... 100,000 4.95 130628XP0
2006..... 100,000 45 130628XJ4 2012..... 100,000 5.05 130628XQ8
2007..... 100,000 455 130628 XK1 2013..... 100,000 5.10 130628XR6

$52,485,000 5.45% Term Veterans Bonds due December 1, 2025 CUSIP No. 130628XS4
(Plus accrued interest from dated date of March 1, 1998)
The Series BM Bonds will be delivered on or about March 26, 1998.

$95,065,000 Veterans Bonds Series BN (NON-AMT)

Maturity Maturity

Date Principal Price or CUSIP Date Principal Price or CUSIP
Q_)ic_._l_)_ Amount Coupon Yield Number (Dec. 1) Amount Coupon Yield Number
2002..... $ 100,000 4.15% 100% 130628XT2 2008..... $100,000 4.70% 100% 130628XZ8
2003..... 11,000,000 4.30 100 130628XU9 2009..... 100,000 4.80 100 130628YA2
2004..... 8,810,000 4.40 100 130628XV7 2010..... 100,000 4.90 100 130628YBO
2005..... 3,910,000 445 100 130628XWS5 2011..... 100,000 5.00 100 130628YC8
2006..... 100,000 4.55 100 130628XX3 2012..... 100,000 5.10 100 130628YD6
2007..... 100,000 4.60 100 130628XY1 2013..... 100,000 5.15 100 130628YE4

$24,870,000 5%% Term Veterans Bonds due December 1, 2021—Priced to Yield: 5.42% CUSIP No. 130628YF1
$45,575,000 5.45% Term Veterans Bonds due December 1, 2028—Price: 100% CUSIP No. 130628YG9
(Plus accrued interest from dated date of March 1, 1998)
The Series BN Bonds will be delivered on or about May S, 1998.

$10,000,000 Veterans Bonds Series BP (AMT)—Price: 100%

Maturity Maturity
Date Principal CUSIP Date Principal CUSIP

(Dec. 1) Amount Coupon Number (Dec. 1) Amount Coupon Number
2002..... $100,000 4Y4% 130628 YH7 2008..... $255,000 4.90% 130628 YP9
2003..... 100,000 4.40 130628YJ3 2009..... 275,000 5.00 130628YQ7
2004.. ... 100,000 4% 130628 YKO 2010..... 295,000 5.10 130628YRS
2005..... 100,000 4.60 130628YL8 2011..... 315,000 5.20 130628YS3
2006..... 245,000 4.70 130628YM6 2012..... 335,000 5Y 130628YT1
2007..... 240,000 4.80 130628 YN4 2013..... 355,000 5.30 130628YU8

$7,285,000 5%2% Term Veterans Bonds due December 1, 2026 CUSIP No. 130628YV6
(Plus accrued interest from dated date of March 1, 1998)
The Series BP Bonds will be delivered on or about May S, 1998.




No dealer, broker, salesperson or other person has been authorized by the State to give any
information or to make any representations other than those contained herein and, if given or
made, such other information or representations must not be relied upon as having been autho-
rized by the State.

This Official Statement is not to be construed as a contract with the purchasers of the Offered
Veterans G.O. Bonds. Statements contained in this Official Statement which involve estimates,
forecasts or matters of opinion, whether or not expressly so described herein, are intended solely
as such and are not to be construed as representations of facts.

The information set forth herein has been obtained from official sources which are believed
to be reliable, but it is not guaranteed as to accuracy or completeness. The information and
expressions of opinion herein are subject to change without notice, and neither delivery of this
Official Statement nor any sale made hereunder shall, under any circumstances, create any impli-
cation that there has been no change in the affairs of the State since the date hereof.

IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY OVER-
ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MAR-
KET PRICES OF THE OFFERED VETERANS G.O. BONDS OFFERED HEREBY AT
LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MAR-
KET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

This Official Statement does not constitute an offer to sell or the
solicitation of an offer to buy, nor shall there be any sale of the Offered
Veterans G.O. Bonds, by any person in any jurisdiction in which it is
unlawful for such person to make such an offer, solicitation or sale.

Copies of this Official Statement may be obtained from:

HONORABLE MATT FONG
Treasurer of the State of California
P.O. Box 942809
Sacramento, California 94209-0001
(916) 653-3451
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OFFICIAL STATEMENT
$171,665,000

STATE OF CALIFORNIA
VETERANS GENERAL OBLIGATION BONDS

$66,600,000 Series BM (NON-AMT)
$95,065,000 Series BN (NON-AMT)
$10,000,000 Series BP (AMT)

INTRODUCTION

This introduction is a brief summary of the terms of the State of California Veterans General
Obligation Bonds listed above (the “Offered Veterans G.O. Bonds”) and a brief description of the
Official Statement; a full review should be made of the entire Official Statement. All statements
contained in this introduction are qualified in their entirety by reference to the entire Official State-
ment. Summaries of provisions of the Constitution and other laws of the State of California or of any
other documents referred to in this Official Statement do not purport to be complete and such
summaries are qualified in their entirety by references to the complete provisions.

Description of the Offered Veterans G.O. Bonds

The issuance of veterans general obligation bonds (“Veterans G.O. Bonds”) is authorized by
Bond Acts (defined below) approved by the voters of the State of California (the “State”) and by
resolutions of the Veterans Finance Committee of 1943. The Offered Veterans G.O. Bonds are
authorized by specific Bond Acts and are being issued to finance or refinance obligations issued to
finance the purchase of homes and farms for California military veterans under the Farm and
Home Purchase Program (the “Program”) of the State Department of Veterans Affairs (the
“Department”) or to refund certain outstanding Veterans G.O. Bonds. The Offered Veterans G.O.
Bonds are being issued in eight separate series which are being offered in three groups, each group
of which is referred to in this Official Statement by its two-letter designation. See “THE OF-
FERED VETERANS G.O. BONDS—Identification and Authorization of the Offered Veterans
G.O. Bonds.”

The Offered Veterans G.O. Bonds will be registered in the name of a nominee of The
Depository Trust Company (“DTC”) which will act as securities depository for the Offered Vet-
erans G.O. Bonds. Purchases of beneficial interests in the Offered Veterans G.O. Bonds may be
in book-entry form only, in the principal amount of $5,000 or any integral multiple thereof.
Principal and interest are payable as specified on the cover page and inside front cover page of this
Official Statement.

Security and Sources of Payment for the Veterans G.O. Bonds

The Veterans G.O. Bonds are general obligations of the State to which the full faith and
credit of the State are pledged (see “AUTHORIZATION OF AND SECURITY FOR THE
OFFERED VETERANS G.O. BONDS—Security and Payment of Veterans G.O. Bonds” below).
Principal of and interest on the Veterans G.O. Bonds are payable from moneys in the General
Fund of the State Treasury (the “General Fund”) (see Appendix A—“THE STATE OF
CALIFORNIA—State Finances—The General Fund”), subject only to the prior application of
moneys in the General Fund to the support of the public school system and public institutions of
higher education. The Bond Acts authorizing the Veterans G.O. Bonds provide that the State shall
collect annually, in the same manner and at the same time as it collects other State revenues, a sum
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sufficient, in addition to the ordinary revenues of the State, to pay the principal of and interest on
the Veterans G.O. Bonds. In addition, State law requires funds for the payment of debt service on
the Veterans G.O. Bonds to be transferred to the General Fund from the Veterans Farm and
Home Building Fund of 1943 (the “1943 Fund”). See “AUTHORIZATION OF AND SECU- -
RITY FOR THE VETERANS G.O. BONDS—Security and Payment of Veterans G.O. Bonds”
and Appendix B—“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF
CALIFORNIA, THE PROGRAM AND THE 1943 FUND.”

Redemption

Offered Veterans G.O. Bonds are subject to optional redemption prior to their respective
stated maturity dates. All Offered Veterans G.O. Bonds are also subject to special redemption at
par prior to maturity. The Series BM Bonds maturing on December 1, 2025, Series BN Bonds
maturing on December 1, 2021 and December 1, 2028, and Series BP Bonds maturing on Decem-
ber 1, 2026, respectively, are subject to mandatory redemption at par prior to their stated maturi-
ties, in part, from sinking fund payments made by the State. See “THE OFFERED VETERANS
G.O. BONDS—Redemption.”

Tax Matters

In the opinion of the Attorney General of the State of California (“Attorney General”) and
Hawkins, Delafield & Wood (“Bond Counsel”), assuming compliance by the State and the De-
partment with certain tax covenants described herein, the interest on the Offered Veterans G.O.
Bonds is not included in gross income for federal income tax purposes under existing statutes and
court decisions, and the interest on the Offered Veterans G.O. Bonds is exempt from personal
income taxes of the State of California under present State law. The Attorney General and Bond
Counsel are of the opinion that (i) the interest on the Series BM Bonds and Series BN Bonds is
not treated as a preference item for purposes of calculating the alternative minimum tax imposed
under the Internal Revenue Code of 1986, as amended, with respect to individuals and corpora-
tions; such interest, however, is included in the adjusted current earnings of certain corporations
for the purpose of calculating the alternative minimum tax imposed on such corporations, and (ii)
interest on the Series BP Bonds is treated as a preference item for purposes of calculating the
alternative minimum tax imposed under the Internal Revenue Code of 1986, as amended, with
respect to individuals and corporations. See “TAX MATTERS” below and Appendix
E—“PROPOSED FORMS OF LEGAL OPINIONS.”

Certain Information Related to this Official Statement

The information and expressions of opinion herein speak only as of their date and are subject
to change without notice. Neither delivery of this Official Statement nor any sale made hereunder,
shall, under any circumstances, create any implication that there has been no change in the affairs
of the State since the date hereof.

All financial and other information presented in this Official Statement has been provided by
the State from its records, except for information expressly attributed to other sources. The
presentation of information, including tables of receipts from taxes and other revenues, is intended
to show recent historic information and is not intended to indicate future or continuing trends in
the financial position or other affairs of the State. No representation is made that past experience,
as it might be shown by such financial and other information, will necessarily continue or be
repeated in the future.

Continuing Disclosure

The State Treasurer will agree on behalf of the State to provide annually certain financial
information and operating data relating to the State by not later than April 1 of each year in which
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any Offered Veterans G.O. Bonds are outstanding (the “Treasurer’s Annual Report”), commenc-
ing with the report for the 1997-98 Fiscal Year, and to provide notices of the occurrence of certain
other enumerated events if material. The Secretary of the Department will agree to provide certain
financial information and operating data relating to the Program by no later than April 1 of each
year in which any Offered Veterans G.O. Bonds are outstanding (the “Department’s Annual
Report”), commencing with the report for the 1997-1998 Fiscal Year. The specific nature of the
information to be contained in the Treasurer’s Annual Report and the Department’s Annual
Report or the notices of material events and certain other terms of the continuing disclosure
obligations are summarized below under Appendix D—“SUMMARY OF CONTINUING DIS-
CLOSURE CERTIFICATES.”

Additional Information

Questions regarding this Official Statement and the issuance of these securities may be ad-
dressed to the office of the Honorable Matt Fong, Treasurer of the State of California, P.O. Box
942809, Sacramento, CA 94209-0001, telephone (916) 653-3451. Questions regarding the Program
should be addressed to the Bond Finance Division of the Department of Veterans Affairs, P.O.
Box 942895, Sacramento, CA 94295-0001, telephone (916) 653-2081.

AUTHORIZATION OF AND SECURITY FOR THE OFFERED VETERANS G.O. BONDS

Authorization

Each general obligation bond act authorizing the issuance of Veterans G.O. Bonds (each, a
“Bond Act”) incorporates by reference the State General Obligation Bond Law (the “Law”),
which is set forth in Chapter 4 (commencing with Section 16720) of Part 3 of Division 4 of Title
2 of the California Government Code. The Law provides a procedure for the authorization, sale,
issuance, use of proceeds, repayment and refunding of State general obligation bonds.

Security and Payment of Veterans G.O. Bonds

The Veterans G.O. Bonds are general obligations of the State, payable in accordance with the
Bond Acts out of the General Fund. The full faith and credit of the State are pledged for the
punctual payment of principal of and interest on the Veterans G.O. Bonds. The Bond Acts provide
that the State shall collect annually in the same manner and at the same time as it collects other
State revenue an amount sufficient, in addition to the ordinary revenue of the State, to pay
principal of and interest on the Veterans G.O. Bonds. Each Bond Act also contains a continuing
appropriation from the General Fund of the sum annually necessary to pay principal of and
interest on the Veterans G.O. Bonds. Payment of principal of, premium, if any, and interest on the
Veterans G.O. Bonds from the General Fund is subject only to the prior application of moneys in
the General Fund to the support of the public school system and public institutions of higher
education.

The Department’s principal fund is the 1943 Fund described in Appendix B—“THE DE-
PARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PRO-
GRAM AND THE 1943 FUND—The 1943 Fund.” The Military and Veterans Code of the State
(the “Veterans Code”), of which the Bond Acts are a part, requires that on the dates when funds
are to be remitted to Bondowners for the payment of debt service on Veterans G.O. Bonds in each
fiscal year, there shall be transferred to the General Fund to pay the debt service on Veterans G.O.
Bonds all of the money in the 1943 Fund (but not in excess of the amount of debt service then due
and payable). If the money so transferred on the remittance dates is less than the debt service then
due and payable, the balance remaining unpaid is required by the Veterans Code to be transferred
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to the General Fund out of the 1943 Fund as soon as it shall become available, together with
interest thereon from the remittance date until paid, at the same rate of interest as borne by the
Veterans G.O. Bonds, compounded semiannually.

The Veterans Code does not grant any lien on the 1943 Fund or the moneys therein to the
holders of any Veterans G.O. Bonds. Outstanding home purchase revenue bonds in the aggregate
principal amount of $120,990,000 previously issued by the Department, plus $154,065,000 previ-
ously sold by the Department and scheduled to be issued on May $, 1998, and any additional home
purchase revenue bonds issued by the Department in the future (collectively, the “Revenue
Bonds™) are and will be special obligations of the Department payable solely from, and secured by
a pledge of, an undivided interest in the assets of the 1943 Fund (other than proceeds of Veterans
G.O. Bonds or any amounts in any rebate account) and any reserve accounts established for the
benefit of Revenue Bonds. The Veterans Code provides that this undivided interest in the 1943
Fund is secondary and subordinate to any interest or right in the assets of the 1943 Fund of the
people of the State and of the holders of the Veterans G.O. Bonds (that is, the right to payment
or reimbursement of debt service on Veterans G.O. Bonds described in the preceding paragraph).
If debt service payments to the General Fund are current and all reimbursement of debt service
payments with interest as described in the preceding paragraph have been made, no holder or
beneficial owner of Veterans G.O. Bonds has any right to restrict disbursements by the Depart-
ment from the 1943 Fund for any lawful purpose, including payment of debt service on or re-
demptions and purchases of Revenue Bonds.

The Program has experienced significant losses during the last five fiscal years, which have
caused decreases in the retained earnings in the 1943 Fund. For additional information, see
Appendix B—“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALI-
FORNIA, THE PROGRAM AND THE 1943 FUND—The 1943 Fund” and Exhibit 1 to
Appendix B—“Department Audited Financial Statements.”

[the balance of this page is intentionally left blank]



PLAN OF FINANCE AND DEPARTMENT’S PROGRAMMATIC CHANGES

Under the Program, the Department acquires residential property to be sold to eligible
veterans under contracts of purchase between the Department and such veterans (“Contracts of
Purchase”). Such acquisition is financed principally with the proceeds of Veterans G.O. Bonds and

- Revenue Bonds. The issuance of the Offered Veterans G.O. Bonds is for the purpose of restruc-

turing the Department’s outstanding debt and further implementing the Program. The plan of
finance is outlined below.

Plan of Finance

The Department has developed the financing plan described under this subheading to lower
the cost of the outstanding indebtedness which financed the existing Contracts of Purchase and the
funds currently available to finance new Contracts of Purchase, and to make additional funds
available to finance new Contracts of Purchase. The Department expects to apply substantially all
of its debt service cost savings to reduce the interest rate on existing Contracts of Purchase. The
Department initiated this financing plan through the issuance in December 1997 and January 1998
of $1,166,970,000 principal amount of Veterans G.O. Bonds and $120,990,000 principal amount of
Revenue Bonds. As part of the overall plan of finance, $154,065,000 of Revenue Bonds have been
sold and are expected to be issued on or about May 5, 1998. The issuance of the Offered Veterans
G.O. Bonds is an additional phase of this financing plan. The application of proceeds of the
Offered Veterans G.O. Bonds and of certain other available moneys is expected to result in the
retirement (including payment at maturity) of certain Veterans G.O. Bonds and certain Revenue
Bonds as follows:

Veterans General Obligation Bonds Revenue Bonds

$ 10,800,000 Series TT $ 1,100,000 Series AB $ 5,665,000 1991 Series A
$ 19,200,000 Series UU $ 5,500,000 Series AC

$ 18,000,000 Series VV $ 6,600,000 Series AD

$ 42,600,000 Series WW $ 3,520,000 Series AE
$
$
$

$ 28,400,000 Series XX 5,280,000 Series AF
$ 6,600,000 Series YY 4,000,000 Series AH
$ 4,400,000 Series ZZ 10,000,000 Series BF

See Exhibit 2 to Appendix B “Certain Department Financial Information and Operating Data.”

The issuance of the Offered Veterans G.O. Bonds, and certain federal tax-related realloca-
tions, are expected to result in moneys becoming available for new Contracts of Purchase. Certain
of such moneys relate to certain of the Series BN Bonds and Series BP Bonds and will become
available when such bonds are issued. See Exhibit 2 to Appendix B—*“Certain Department Fi-
nancial Information and Operating Data—Contracts of Purchase—Amounts Expected to be
Available to Fund Contracts of Purchase and Related Investments.” In addition, the Contracts of
Purchase financed by the retired bonds will be reallocated to the Offered Veterans G.O. Bonds.

The Department’s goal in issuing the Offered Veterans G.O. Bonds is to make moneys
available to finance Contracts of Purchase for veterans who, for federal tax purposes, are not
eligible for financing from certain other Department funding sources. The Department further
expects to use prepayments of such Contracts of Purchase to continue to assist such veterans in the
future (“recycling”). Although this is the Department’s current expectation, such expectation is
subject to change and such moneys or prepayments may be applied to redeem Offered Veterans
G.O. Bonds, other Veterans G.O. Bonds, and Revenue Bonds. See “THE OFFERED VETER-
ANS G.O. BONDS—Redemption—Special Redemption from Unused Proceeds and Excess
Revenues.”



Department’s Programmatic Changes

The Department has completed or has in progress a number of significant changes to the
Program. The Department’s principal goal has been to enhance the benefits provided to veterans
with Contracts of Purchase by lowering the interest rate on existing Contracts of Purchase, pro-
viding an interest rate on new Contracts of Purchase which more closely reflects its borrowing
costs, better servicing Contracts of Purchase to reduce real estate losses, obtaining mortgage
insurance to reduce exposure to future real estate losses, and revamping the various insurance
products the Department offers to veterans with Contracts of Purchase.

The Veterans Code currently requires that all Contracts of Purchase bear a uniform interest
rate which is subject to periodic adjustment. (There are statutory exceptions to the uniform rate
requirement, but the impact of these exceptions on the Program is de minimis.) The Department
has submitted legislative changes to eliminate the uniform rate and periodic adjustment require-
ments and to permit down payments lower than 5%. This will allow the Department to offer fixed
interest rates on future Contracts of Purchase which more closely reflect its costs of borrowing.
Until such legislative changes are made, new Contracts of Purchase will be originated under the
current statutory provisions. There can be no assurance that the Department will be able to obtain
the legislative changes it seeks.

The current uniform interest rate on approximately 98% of the existing Contracts of Purchase
is 8.0% per annum. Effective April 1, 1998, this rate will be reduced to 6.95% as a consequence of
those portions of the plan of finance effectuated in December 1997. Legislation effective January
1, 1998 has expanded veteran eligibility under State law for certain funding sources to include
Peacetime Veterans (defined under Appendix B—“THE DEPARTMENT OF VETERANS AF-
FAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND—The
Program—Qualifying Veteran Status—Veterans Code”). The Department expects that this eligi-
bility expansion, coupled with expected lowered interest rates on Contracts of Purchase, will
increase Program demand.

The Department has undertaken a series of steps designed to address real estate losses and
loss exposure. It has centralized and reorganized its loan servicing and begun updating its auto-
mated loan accounting and servicing functions. It has set aside additional reserves for loan losses.
It is in the process of obtaining primary mortgage insurance (with a deductible) for a portion of the
existing Contracts of Purchase with high loan-to-value ratios, and is working on procedures for
loan guarantees from the United States Department of Veterans Affairs (“USDVA”) for most new
Contracts of Purchase with high loan-to-value ratios.

The Veterans Code and/or long-standing Department policies have called for the Department
to provide casualty and life and disability insurance for veterans with Contracts of Purchase.
During the period that the Department self-insured this liability, the Department experienced
significant losses. Over the past few years it has undertaken significant steps to reduce its losses,
including obtaining outside providers for some portions of these various types of insurance.

Additional information regarding the Department’s programmatic changes is set forth under
Appendix B—“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALI-
FORNIA, THE PROGRAM AND THE 1943 FUND—The Program.” For additional discussion
of qualifying veterans and interest rates on Contracts of Purchase, see, respectively, Appendix
B—“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA,
THE PROGRAM AND THE 1943 FUND—The Program—Qualifying Veteran Status” and
“—Contracts of Purchase.” For additional discussion of real estate losses, see Appendix B—“THE
DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE PRO-
GRAM AND THE 1943 FUND—The Program—Loan Insurance” and “—Selected Financial
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Data of the 1943 Fund and Department’s Discussion.” For additional discussion of the Depart-
ment’s insurance programs, see Appendix B—“THE DEPARTMENT OF VETERANS AF-
FAIRS OF THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND—The
Program—Property and Life and Disability Insurance.”

THE OFFERED VETERANS G.O. BONDS

The Offered Veterans G.O. Bonds will be registered in the name of a nominee of The
Depository Trust Company (“DTC”), which will act as securities depository for the Offered
Veterans G.O. Bonds. Purchases of beneficial interests in the Offered Veterans G.O. Bonds may
be made in book-entry form only, in the principal amount of $5,000 or any integral multiple
thereof. See Appendix C—“BOOK-ENTRY SYSTEM.”

The Offered Veterans G.O. Bonds will be dated the applicable date, and will mature on the
dates and in the amounts, set forth on the inside front cover page hereof. Interest is payable on
June 1 and December 1 in each year (each, an “Interest Payment Date”), commencing June 1, 1998
for the Series BM Bonds and December 1, 1998 for the Series BN Bonds and Series BP Bonds, at
the respective rates shown on the inside cover page of this Official Statement. Interest on the
Offered Veterans G.O. Bonds shall be calculated on the basis of a 360-day year comprised of
twelve thirty-day months.

Principal and interest are payable directly to DTC by the State Treasurer. Upon receipt of
payments of principal and interest, DTC is to in turn remit such principal and interest to the
participants in DTC for disbursement to the beneficial owners of the Offered Veterans G.O.
Bonds. The record date for the payment of interest on the Offered Veterans G.O. Bonds is the
close of business on the 15th day of the month immediately preceding an Interest Payment Date,
whether or not the day is a business day.

Identification and Authorization of the Offered Veterans G.O. Bonds

The Offered Veterans G.O. Bonds are issued under five Bonds Acts, each authorized by the
voters. See Appendix A—“THE STATE OF CALIFORNIA—State Indebtedness.” The Offered
Veterans G.O. Bonds are being issued for the purpose of refunding certain outstanding Veterans
G.O. Bonds and Revenue Bonds, which have been issued and are outstanding, and which financed
the Program. The Veterans G.O. Bonds and Revenue Bonds being retired will all be repaid within
ninety days after the delivery of the Offered Veterans G.O. Bonds, so as to constitute a “current
refunding” for federal tax purposes. See “PLAN OF FINANCE AND DEPARTMENT’S PRO-
GRAMMATIC CHANGES—Plan of Finance.”

1. $6,600,000 Principal amount of Veterans Bonds, Series BM1, authorized under the
Veterans Bond Act of 1976 (NON-AMT);

2. $6,600,000 Principal amount of Veterans Bonds, Series BM2, authorized under the
Veterans Bond Act of 1978 (NON-AMT);

3. $53,400,000 Principal amount of Veterans Bonds, Series BM3, authorized under the
Veterans Bond Act of 1996 (NON-AMT);

4. $4,000,000 Principal amount of Veterans Bonds, Series BN1, authorized under the
Veterans Bond Act of 1980 (NON-AMT);

5. $4,400,000 Principal amount of Veterans Bonds, Series BN2, authorized under the
Veterans Bond Act of 1976 (NON-AMT);

6. $15,400,000 Principal amount of Veterans Bonds, Series BN3, authorized under the
Veterans Bond Act of 1978 (NON-AMT);



7. $71,265,000 Principal amount of Veterans Bonds, Series BN4, authorized under the
Veterans Bond Act of 1996 (NON-AMT);

8. $10,000,000 Principal amount of Veterans Bonds, Series BP, authorized under the Veter- -~ -

ans Bond Act of 1990 (AMT);

Redemption
Sinking Fund Redemption

Series BM Bonds maturing on December 1, 2025, Series BN Bonds maturing on December 1,
2021 and December 1, 2028, and Series BP Bonds maturing on December 1, 2026, respectively, are
subject to redemption prior to their respective stated maturity dates, in part, by lot, from sinking
fund payments, at a redemption price of 100 percent of the principal amount thereof, plus accrued
interest to the date fixed for redemption, without premium, on the respective dates and in the
respective amounts shown below.

SINKING FUND REDEMPTION SCHEDULE

Series BM Series BN Series BN Series BP

Date Bonds Maturing Bonds Maturin, Bonds Maturing Bonds Maturin
(December 1) December 1, 2025 December 1, 2021 December 1,2028 December 1, 2026

2014 $ 100,000 $ 100,000 $380,000
2015 100,000 100,000 405,000
2016 100,000 100,000 430,000
2017 100,000 100,000 455,000
2018 100,000 100,000 485,000
2019 _ 6,105,000 7.565,000 515,000
2020 6,605,000 8.165,000 545,000
2021 6,990,000 8.640,0001 580,000
2022 7,400,000 $ 9,145,000 615,000
2023 7,830,000 9,680,000 655,000
2024 8,285,000 10,245,000 695,000
2025 8,770,000 10,840,000 740,000
2026 100,000 785,000t
2027 100,000
2028 5,465,000

t Stated Maturity

If less than all of the Term Bonds of a maturity of a Series of the Offered Veterans G.O. Bonds
are purchased or called for redemption (other than in satisfaction of sinking fund payments), the
State Treasurer will credit the principal amount of such Term Bonds that are so purchased or
redeemed against applicable remaining sinking fund payments (including the principal amounts
due on the respective maturity dates, as shown above), as requested by the Department.

Optional Redemption

The Series BM Bonds and Series BN Bonds maturing on and before December 1, 2004 are
subject to optional redemption prior to their respective stated maturity dates, at the option of the
State upon request of the Department, in whole or in part (of any Series, of any maturities within
a Series, and by lot within each maturity of each Series), on any date on or after June 1, 2000, at
a redemption price of 100 percent of the principal amountf hereof, plus accrued interest to the date
fixed for redemption.



The Offered Veterans G.O. Bonds maturing on and after December 1, 2004 (except the Series

BM Bonds and Series BN Bonds maturing on December 1, 2004) are subject to optional redemp-

tion prior to their respective stated maturity dates, at the option of the State upon request of the

department, in whole or in part (of any Series, of any maturity within a Series, and by lot within

- each maturity of each Series), on any date on or after December 1, 2003 at the redemption prices
stated below, plus accrued interest to the date fixed for redemption:

" Redemption Price

Redemption Dates (as percentage of principal
(both dates inclusive) amount redeemed)
December 1, 2003 to November 30, 2004 101%
December 1, 2004 and thereafter 100

Special Redemption from Unexpended Proceeds and Excess Revenues

The Offered Veterans G.O. Bonds are also subject to special redemption prior to their
respective stated maturity dates, at the option of the State upon request of the Department, from
(i) moneys deposited on or prior to August 1, 1998 in the related Series Proceeds Subaccount for
the Offered Veterans G.O. Bonds that have not been applied to redeem Veterans G.O. Bonds or
to finance Contracts of Purchase and (ii) Excess Revenues (as defined below) derived from any
Veterans G.O. Bonds and any Revenue Bonds. Any such redemption may be on any date, in whole
or in part (of any Series and of any maturities within a Series at the option of the State upon
request of the Department, and by lot within such maturity of such Series), at the principal amount
thereof plus accrued interest to the date fixed for redemption, without premium.

Moneys are currently available through the issuance of Veterans G.O. Bonds and Revenue
Bonds to finance Contracts of Purchase, and additional moneys may become available to finance
Contracts of Purchase through the future issuances of Revenue Bonds and Veterans G.O. Bonds.
Since the Department has full discretion, subject to eligibility requirements and the requirements
of the Internal Revenue Code of 1954, as amended, and the Internal Revenue Code of 1986, as
amended (collectively, the “Federal Tax Code”), in applying the proceeds of all of these bonds to
finance the Program, the proceeds of prior and future bonds may be used to finance Contracts of
Purchase before proceeds of the Offered Veterans G.O. Bonds.

Although the Department’s goal is to use moneys made available through the issuance of the
Offered Veterans G.O. Bonds (including recycled prepayments) to finance Contracts of Purchase
for veterans who do not qualify under the Federal Tax Code for other sources of Department
funding, such expectation is subject to change, and such moneys or prepayments would then be
available to redeem Offered Veterans G.O. Bonds, other Veterans G.O. Bonds, and Revenue
Bonds. See “PLAN OF FINANCE AND DEPARTMENT’S PROGRAMMATIC CHANGES—
Plan of Finance.”

Excess Revenues can include prepayments and repayments on Contracts of Purchase funded
by Revenue Bonds and Veterans G.O. Bonds, and also includes Revenues which had been set
aside to be recycled into new Contracts of Purchase. All payments on Contracts of Purchase are
deposited in the 1943 Fund and applied to pay or reimburse debt service on the Veterans G.O.
Bonds, to pay debt service on Revenue Bonds, to pay for mandatory redemptions of Veterans G.O.
Bonds and Revenue Bonds, to pay Program and Department expenses, and to pay certain insur-
ance claims. The Department, subject to applicable bond authorizing resolutions, may apply
Excess Revenues to redeem any Veterans G.O. Bonds or Revenue Bonds eligible for redemption.
The Department’s decision to apply Excess Revenues to redeem bonds, to finance new Contracts
of Purchase, or for any other permitted purpose depends on many factors, including applicable
bond authorizing resolution requirements, demand for Contracts of Purchase, debt service cost
savings, investment earnings, and Federal Tax Code requirements.
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Certain of the outstanding Veterans G.O. Bonds are not subject to redemption prior to
maturity. See Exhibit 2 to Appendix B—“THE DEPARTMENT OF VETERANS AFFAIRS OF
THE STATE OF CALIFORNIA, THE PROGRAM AND THE 1943 FUND—Certain De-
partment Financial Information and Operating Data—Veterans G.O. Bonds and Revenue Bonds.”

“Excess Revenues” means all Revenues, including prepayments and repayments on Contracts
of Purchase which represent at any time an excess over Accrued Debt Service. See Appendix B—
“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFORNIA, THE
PROGRAM AND THE 1943 FUND—The 1943 Fund—Excess Revenues.”

Notice of Redemption

When redemption is required while the Offered Veterans G.O. Bonds are in book-entry only
form, the State Treasurer shall give notice of redemption by mailing copies of such notice only to
DTC (not to the owners of the Offered Veterans G.O. Bonds) not less than thirty or more than
sixty days prior to the date fixed for redemption. DTC, in turn, is to send the notice of redemption
to its participants for distribution to the beneficial owners of the Offered Veterans G.O. Bonds. See
Appendix C—“BOOK-ENTRY SYSTEM.” The notice will state, among other things, that the
Offered Veterans G.O. Bonds or a designated portion thereof (in the case of redemption of a
Offered Veterans G.O. Bond in part but not in whole) are to be redeemed, the dated date of the
Offered Veterans G.O. Bonds, the redemption date, the Series and maturities of the Offered
Veterans G.O. Bonds to be redeemed and the redemption price. The notice will also state that after
the date fixed for redemption, no further interest will accrue on the principal of any Offered
Veterans G.O. Bonds called for redemption. Notice of redemption will also be provided by mail
to certain financial services and securities depository services.

New York Stock Exchange Listing

The State Treasurer expects to list the Series BM Bonds due December 1, 2025, the Series BN
Bonds due December 1, 2021 and December 1, 2028, and the Series BP Bonds due December 1,
2026 on The New York Stock Exchange. There can be no assurance that such Term Bonds will be
listed or will continue to be listed for the duration of the time they will be outstanding.

TAX MATTERS

Federal Tax Matters

The Series BM Bonds, Series BN Bonds and Series BP Bonds are being issued as a single issue
for certain federal tax law purposes. The requirements of applicable federal tax law must be
satisfied with respect to the Offered Veterans G.O. Bonds in order that interest on the Offered
Veterans G.O. Bonds not be included in gross income for federal income tax purposes retroactive
to the date of issuance thereof.

Loan Eligibility Requirements Imposed by the Federal Tax Code

The Federal Tax Code contains the following loan eligibility requirements, which are appli-
cable to new Contracts of Purchase (or portions of new Contracts of Purchase) entered into with
respect to properties acquired with amounts allocable to qualified veterans’ mortgage bonds (the
“QVMB Contracts”) but which are not applicable to the Contracts of Purchase entered into with
respect to properties acquired with amounts allocable to bonds issued prior to, or subject to a
transition rule related to, the Mortgage Subsidy Bond Tax Act of 1980 (such Contracts of Purchase,
the “pre-Ullman Contracts”). A portion of the Offered Veterans G.O. Bonds are qualified veter-
ans’ mortgage bonds and the remainder are pre-Ullman bonds. These requirements must be
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satisfied for QVMB Contracts as applicable, in order that interest on the Offered Veterans G.O.
Bonds not be included in gross income for federal income tax purposes retroactive to their date of
issuance. :

Residence Requirement. The Federal Tax Code requires that each of the premises financed
with proceeds of qualified veterans’ mortgage bonds be a one-to-four family residence, one unit of
which can reasonably be expected to become the principal residence of the veteran within a
reasonable time after the financing is provided. Certain documents adopted by the Department
establish procedures to be followed in connection with QVMB Contracts which finance the ac-
quisition of single family homes in order to assure that interest paid on the Offered Veterans G.O.
Bonds not be included in gross income for federal income tax purposes under the Federal Tax
Code (the “Veterans Program Documents”). Certain documents adopted by the Department
establish procedures to be followed in connection with QVMB Contracts to finance home im-
provement loans in order to assure that interest paid on the Offered Veterans G.O. Bonds is not
included in gross income for federal income tax purposes under the Federal Tax Code (the “Home
Improvement Program Documents”; together with the Veterans Program Documents, the “Pro-
gram Documents”). In connection with the financing of a QVMB Contract, the Program Docu-
ments require that each veteran submit an affidavit stating such person’s intention to occupy the
premises as his principal residence within 60 days after closing of the QVMB Contract.

Qualified Veteran Requirement. The Federal Tax Code requires that each mortgagor to
whom financing is provided under a qualified veterans’ mortgage bond issue have served on active
duty at some time before January 1, 1977 and apply or applied for financing before the later of
January 31, 1985 or the date which is 30 years after the last date on which the veteran left active
service. The Department has established procedures and has covenanted to comply with such
requirement.

New Mortgage Requirement. The Federal Tax Code requires that, with certain limited ex-
ceptions, the lendable proceeds of qualified veterans’ mortgage bonds finance new mortgage loans
only and that no proceeds may be used to acquire or replace an existing mortgage loan, which
would include the refinancing of a pre-existing mortgage loan. The Program Documents provide
that the Department will verify compliance with the new mortgage requirement by requiring each
veteran to certify prior to financing, subject to such exceptions, that no refinancing of a prior
mortgage loan is being effected.

Qualified Home Improvement Loans. The Federal Tax Code requires that a home improve-
ment loan financed with the lendable proceeds of qualified veterans mortgage bonds be made only
with respect to an owner-occupied residence, and finance alterations, repairs, and improvements
on or in connection with an existing one-to-four-family residence by the owner thereof, but only
if such alterations, repairs and improvements substantially protect or improve the basic livability
or energy efficiency of the property. The Program Documents require that the Department es-
tablish procedures to comply with such requirement.

General. An issue of qualified veterans’ mortgage bonds is treated as meeting the loan
eligibility requirements of the Federal Tax Code if (i) the issuer in good faith attempted to meet
all the loan eligibility requirements before the mortgage loans were executed, (ii) any failure to
comply with the loan eligibility requirements is corrected within a reasonable period after such
failure is first discovered, and (iii) 95% or more of the proceeds of the issue used to make mortgage
loans was used to finance residences that met all such requirements at the time the mortgage loans
were executed. In determining whether 95% or more of the proceeds has been so used, the Federal
Tax Code permits the Department to rely on an affidavit of the veteran even if the relevant
information in such affidavit ultimately proved to be untrue, unless the Department knows or has
reason to believe that such information is false. '
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Other Requirements Imposed by the Federal Tax Code

General. Failure to comply with the applicable provisions of the Federal Tax Code may
result in interest on the applicable issue of bonds being included in gross income for federal income
tax purposes retroactive to the date of issuance thereof. The Federal Tax Code provides that gross
income for federal income tax purposes does not include interest on a mortgage revenue bond if
it is a qualified veterans’ mortgage bond or if it meets the transition rules applicable to pre-Ullman
bonds. A qualified veterans’ mortgage bond is part of an issue 95 percent or more of the net
proceeds of which are used to provide residences to veterans and that meets certain (i) general
requirements, (ii) arbitrage restrictions on the use and investments of proceeds of the issue, and
(iii) loan eligibility requirements set forth in the Federal Tax Code and as more fully described
above under “Loan Eligibility Requirements Imposed by the Federal Tax Code.” A pre-Ullman
bond issue must meet (i) and (ii) as further described below.

The first general requirement of the Federal Tax Code which is applicable to the Offered
Veterans G.O. Bonds (including the pre-Ullman portion of such Bonds) is that the aggregate
amount of qualified veterans’ mortgage bonds not exceed the volume limit based on statutory
formula. The Offered Veterans G.O. Bonds are within the applicable limit for the Department.

The Federal Tax Code requires the issuer of qualified veterans’ mortgage bonds to file with
the Internal Revenue Service reports on the issuance of its bonds following such issuance, as well
a mortgage loan information report. The Department has covenanted to file, as required, such
reports with respect to the Offered Veterans G.O. Bonds.

The Federal Tax Code requires that the effective interest rate on mortgage loans financed with
the lendable proceeds of qualified veterans’ mortgage bonds may not exceed the yield on the issue
by more than 1.125% (1.50% for pre-Ullman bonds) and that certain investment earnings on
non-mortgage investments, calculated based upon the extent such investment earnings exceed the
amount that would have been earned on such investments if the investments were invested at a
yield equal to the yield on the issue, be rebated to the United States or to veterans for qualified
veterans’ mortgage bonds. The Department has covenanted to comply with these requirements
and has established procedures to determine the amount of excess earnings, if any, that must be
rebated to the United States or to veterans. See “THE PROGRAM—Contracts of Purchase” in
Appendix B hereto for discussions of provisions of the Veterans Code which affect the Depart-
ment’s ability to establish and to change interest rates on Contracts of Purchase.

The Federal Tax Code states that an issuer will be treated as meeting the arbitrage restrictions
on mortgage loans and the veterans provisions if it in good faith attempted to meet all such
requirements and any failure to meet such requirements was due to inadvertent error after taking
all reasonable steps to comply with such requirements.

Opinions of the Attorney General and Bond Counsel

In the opinions of the Attorney General and of Hawkins, Delafield & Wood, Bond Counsel
(expected to be delivered in substantially the forms set forth in Appendix E), under existing
statutes and court decisions, (i) interest on the Offered Veterans G.O. Bonds is not included in
gross income for federal income tax purposes pursuant to Section 103 of the Federal Tax Code, (ii)
interest on the Series BM Bonds and Series BN Bonds is not treated as a preference item for
purposes of calculating the alternative minimum tax imposed under the Federal Tax Code with
respect to individuals and corporations; such interest, however, is included in the adjusted current
earnings of certain corporations for purposes of calculating the alternative minimum tax imposed
on such corporations, and (iii) interest on the Series BP Bonds is treated as a preference item for
purposes of calculating the alternative minimum tax imposed under the Federal Tax Code with
respect to individuals and corporations. The Attorney General and Bond Counsel express no -
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opinion as to the exclusion from gross income of interest on any Offered Veterans G.O. Bond
subsequent to any date on which action is taken under the Resolutions, tax certificates and other
documents applicable to the issuance of the Offered Veterans G.O. Bonds (collectively, the “Docu-
ments”) for which action the Documents require a legal opinion to the effect that taking such
action will not adversely affect such exclusion, unless the Attorney General and such firm deliver
an opinion as of such date to such effect.

Orrick, Herrington & Sutcliffe LLP, Special Counsel to the State Treasurer with respect to the
Offered Veterans G.O. Bonds, has traditionally acted as Bond Counsel to the State in connection
with the issuance of its general obligation bonds. Special Counsel advised the State that such firm
was not prepared to render its unqualified opinion as to the exclusion of interest on the Offered
Veterans G.O. Bonds if prepayments of Contracts of Purchase allocated to such Bonds were
permitted to be used to make additional Contracts of Purchase (“recycling”). However, Special
Counsel has advised the State that it is of the view that an opinion rendered by the Attorney
General and Hawkins, Delafield & Wood on such basis (i.e., permitting recycling) is reasonable
and that the State may accept it, and further that Special Counsel has participated in similar
transactions as underwriters’ counsel where opinions have been rendered on such basis.

Compliance

The Federal Tax Code imposes various restrictions, conditions and requirements relating to
the exclusion from gross income for federal income tax purposes of interest on obligations such as
the Offered Veterans G.O. Bonds. The State and the Department have covenanted to comply with
certain restrictions applicable to the Offered Veterans G.O. Bonds, which restrictions are designed
to assure that interest on the Offered Veterans G.O. Bonds will not be included in federal gross
income. Failure to comply with these covenants may result in interest on the Offered Veterans
G.O. Bonds being included in federal gross income retroactive to the date of issuance thereof. The
opinion of the Attorney General and Bond Counsel assumes compliance with these covenants.
Neither the Attorney General nor Bond Counsel has undertaken to determine (or to inform any
person) whether any actions taken (or omitted) or events occurring after the date of issuance of
the Offered Veterans G.O. Bonds may adversely affect the tax status of the interest on the Offered
Veterans G.O. Bonds.

Original Issue Discount

The Attorney General and Bond Counsel are of the opinion that under existing statutes and
court decisions, the excess, if any, of the principal amount payable when a maturity of Offered
Veterans G.O. Bonds is scheduled to come due over the initial public offering price of such Offered
Veterans G.O. Bonds constitutes original issue discount that is not included in gross income for
federal income tax purposes to the same extent as interest on the Offered Veterans G.O. Bonds.
For purposes of the preceding sentence, the “initial public offering price” refers to the initial
offering price to the public (excluding bond houses, brokers or similar persons acting in the
capacity of underwriters or wholesalers) at which a substantial amount of the Offered Veterans
G.O. Bonds constituting the same maturity of such Offered Veterans G.O. Bonds was sold.

Original issue discount accrues in accordance with a constant interest method based on the
compounding of interest, and an owner’ adjusted basis in an Offered Veterans G.O. Bond having
original issue discount (a “Discount Bond”) for purposes of determining gain or loss on disposition
will be increased by the amount of any such accrual. A portion of the original issue discount that
accrues in each year to an owner of a Discount Bond that is a corporation will be included in the
calculation of the corporation’s federal alternative minimum tax liability. Consequently, corporate
owners of a Discount Bond should be aware that the accrual of original issue discount in each year
may result in an alternative minimum tax liability even though such owners have not received a
corresponding cash payment.
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Owners of Discount Bonds should consult their own tax advisors with respect to the deter-
mination for federal income tax purposes of original issue discount accrued upon sale or redemp-
tion of Discount Bonds, and with respect to the state and local tax consequences of owning
Discount Bonds.

Certain Additional Federal Tax Consequences

The following is a brief discussion of certain additional federal income tax matters with
respect to the Offered Veterans G.O. Bonds under existing statutes. It does not purport to deal
with all aspects of federal taxation that may be relevant to a particular owner of an Offered
Veterans G.O. Bond. Prospective investors, particularly those who may be subject to special rules,
are advised to consult their own tax advisors regarding the federal tax consequences of owning and
disposing of the Offered Veterans G.O. Bonds.

As noted above, interest on the Series BM Bonds and Series BN Bonds must be taken into
account in determining the tax liability of corporations subject to the federal alternative minimum
tax imposed by Section 55 of the Federal Tax Code, and interest on the Series BP Bonds is a
preference item in determining the tax liability of individuals, corporations, and other taxpayers
subject to the alternative minimum tax imposed by Section 55 of the Federal Tax Code. Interest
on the Offered Veterans G.O. Bonds must also be taken into account in determining the tax
liability of foreign corporations subject to the branch profits tax imposed by Section 884 of the
Federal Tax Code.

Owners of Offered Veterans G.O. Bonds should be aware that the ownership of such obli-
gations may result in collateral federal income tax consequences to various categories of persons,
such as corporations (including S corporations and certain foreign corporations), financial insti-
tutions, property and casualty insurance companies, individual recipients of Social Security or
Railroad Retirement benefits, and individuals otherwise eligible for the earned income tax credit
and to taxpayers deemed to have incurred or continued indebtedness to purchase or carry obli-
gations the interest on which is not included in gross income for federal income tax purposes.

Legislation affecting municipal bonds is frequently considered by the United States Congress.
For example, several bills were introduced (but not enacted) during the 104th Congress to extend
the environmental tax imposed by Section 59A of the Federal Tax Code with respect to taxable
years beginning before January 1, 1996. There can be no assurance that legislation enacted or
proposed after the date of issuance of the Offered Veterans G.O. Bonds will not have an adverse
effect on the tax-exempt status or market price of the Offered Veterans G.O. Bonds.

State Tax Matters

The Attorney General and Bond Counsel are of the opinion that the interest on the Offered
Veterans G.O. Bonds is exempt from personal income taxes of the State of California under
present State law.

LEGAL OPINIONS

The opinions of the Attorney General, and Hawkins, Delafield & Wood, Bond Counsel,
approving the validity of the Offered Veterans G.O. Bonds and stating the opinions expressed
under “TAX MATTERS,” will be substantially in the forms set forth in Appendix E. The Attorney
General and Bond Counsel undertake no responsibility for the accuracy, completeness or fairness
of this Official Statement. Certain legal matters will be passed on for the Underwriters by their
counsel, Kutak Rock.
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LITIGATION

There is not now pending or known to the Attorney General to be threatened any material
litigation seeking to prevent the sale and delivery of the Offered Veterans G.O. Bonds or ques-
ioning the validity of the Offered Veterans G.O. Bonds. While at any given time, including the

" present, there are numerous civil actions pending against the State, which could, if determined

adversely to the State, affect the State’s expenditures and, in some cases, its revenues, the Attorney
General is of the opinion that no pending actions are likely to have a material adverse effect on
the State’s ability to pay principal of, premium, if any, and interest on the Offered Veterans G.O.
Bonds when due. See Appendix A—“THE STATE OF CALIFORNIA—Litigation.” See Appen-
dix B—“THE DEPARTMENT OF VETERANS AFFAIRS OF THE STATE OF CALIFOR-
NIA, THE PROGRAM AND THE 1943 FUND—The 1943 Fund” for a discussion of certain
litigation which may affect the 1943 Fund.

UNDERWRITING

The Offered Veterans G.O. Bonds are being purchased by the Underwriters listed on the front
cover page. The Underwriters have jointly and severally agreed to purchase the Series BM Bonds
on or about March 26, 1998 for a purchase price of $66,600,000 plus accrued interest, and in
connection therewith the Department will pay a fee to the Underwriters of $535,879.59. The
Underwriters have jointly and severally agreed to purchase the Series BN Bonds and Series BP
Bonds on or about May 5, 1998 for a purchase price of $104,915,780 plus accrued interest, and in
connection therewith the Department will pay a fee to the Underwriters of $836,528.15. The initial
public offering prices of the Offered Veterans G.O. Bonds may be changed from time to time by
the Underwriters.

Each purchase contract relating to the Offered Veterans G.O. Bonds provides that the Un-
derwriters will purchase all the applicable Offered Veterans G.O. Bonds if any are purchased, and
that the obligation to make such purchase is subject to certain terms and conditions set forth in
such purchase contract including, among others, the approval of certain legal matters by counsel.

FINANCIAL STATEMENTS

Attached as Exhibit 1 to Appendix A are the Audited General Purpose Financial Statements
of the State for the Fiscal Year ended June 30, 1997. These statements have been examined by the
State Auditor to the extent indicated in his report appearing in Appendix A. Certain unaudited
financial information is also included in Appendix A.

Attached as Exhibit 1 to Appendix B are the Financial Statements for the Veterans Farm and
Home Building Fund of 1943 for the years ended June 30, 1997 and 1996. These statements have
been audited by Deloitte & Touche LLP, independent auditors, as indicated in their report ap-
pearing in Appendix B.

RATINGS

The Offered Veterans G.O. Bonds have received ratings of “A1” by Moody’s Investors
Service (“Moody’s”), “A+” by Standard & Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc. (“Standard & Poor’s”) and “AA-" by Fitch IBCA, Inc. (“Fitch”). An explanation
of the significance and status of such credit ratings may be obtained from the rating agencies
furnishing the same. There is no assurance that such ratings will continue for any given period of
time or that they will not be revised or withdrawn entirely by any such rating agencies, if in their
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respective judgments, circumstances so warrant. A revision or withdrawal of any such credit ratings
could have an effect on the market price of the applicable Offered Veterans G.O. Bonds. After the
Offered Veterans G.O. Bonds are rated, the State Treasurer intends to provide appropriate peri-
odic credit information to the bond rating agencies to assist in maintaining the ratings on the
Offered Veterans G.O. Bonds. '

ADDITIONAL INFORMATION

The purpose of this Official Statement is to supply information to prospective buyers of the
Offered Veterans G.O. Bonds.

O’Brien Partners Inc. has served as Financial Advisor in connection with the issuance of the
Offered Veterans G.O. Bonds. Orrick, Herrington & Sutcliffe LLP has served as Special Counsel
to the State Treasurer’s Office in connection with the issuance of the Offered Veterans G.O. Bonds.

All financial and statistical data contained herein have been taken or constructed from State
(including Department) records, except for information expressly attributed to other sources. The
presentation of information, including tables of receipts from taxes and other revenues, is intended
to show recent historic information and is not intended to indicate future or continuing trends in
the financial position or other affairs of the State, including the Department. No representation is
made that past experience, as it might be shown by such financial and other information, will
necessarily continue or be repeated in the future. Any statements made in this Official Statement
involving matters of opinion, projections or estimates, whether expressly stated or not, are set forth
as such and not as representations of fact.

B

STATE OF CALIFORNIA
MATT FONG
Treasurer of the State of California

16




APPENDIX A

THE STATE OF CALIFORNIA

Honorable Matt Fong
Treasurer of the State of California



(THIS PAGE INTENTIONALLY LEFT BLANK)



TABLE OF CONTENTS

.. OVERVIEW OF STATE GOVERNMENT .........cccececvmiiimmimmmmnniisetnsseisssesisnsssssssessessasenene A-1
Organization of State GOVEIMMENL ............ceeeeeeerieiiiininieieriesiesiesieeiestessessaesseessessenns A-1
Employee Relations..........cccceeeeeererrusnreruennenne. eerreeeesteeeestestesaeese e e reesaeesaaserereaeennesaes A-2
Employees’ Retirement Systems ettt sttt en sttt A-3

STATE INDEBTEDNESS ... toirinteterenntennenneeetessessessesesnestessossssssssssssessesssessssssesssssns A-3
GENETAL.....co ittt ettt s r bbb bR s bbb b s a b A-3
Capital Facilities FINANCING ......cc.cccotveverenureninreeneerecsieiinsissssteiescssesessssssssssssenssaes A-3
Cash FIOW BOITOWINES .....couvuuiimiiimiiniiintiienitri st A-S
Authorized and Outstanding State Debt ............ccooiiiicirininiiniiirctececcnes A-5

STATE FINANCES...... .ottt seetes e sstesvesee st st et ssesaest et esnsessssaesasssaessssssesnsenns A-15
The BUAZEt PIOCESS....ccueetiiiririeeetenienntreestestesaesseaeseessestesaesnesesaessssssesssessesnsesasssnesns A-15
The General FUNA ..........oovvioiiiiiniieienienieeerentee et ee et eeessessseessessesseesneenns A-15
The Special Fund for Economic Uncertainties ............coceeerreererreeieneenserseensuenesseessennns A-16
Inter-Fund BOITOWIIIES. .....cctiiitenieriricineenientitseeeeieieseesteeseesestesteeeseeseesaesessessensaneas A-16
Investment Of FUNAS........cooioviiiiiiiicccceccccct et A-18
State Warrants........c.coceevveeverceerrceneenneceerenneens ettt ettt et e e st e sae et e aa e e enasesaanea A-19
WEIfare REfOIMN .....cociiiiieieeteee ettt ettt s re s a e st e ste s eas e esaae s eennann A-19
LoCal GOVEIMIMENLS .......cccueeuiieeeirreteteeineetestessessessessessessessessasseassessassasssssssessasnsensens A-20
State Appropriations LIMit .........ccccevereeriieniniirieerenectneeteesesee et resseseesaesessenees A-21
Proposition 98 .........ooioieirieieeeetes ettt st r b ene s A-23
Sources of Tax REVENUE ........coccoiriiiiiiiiiiceceetc et tse et aen e aeer e s etens A-24

Personal INCOME TaX......cccivuererrinienienientiientesenee ettt ste e eesaeeveene e s esnesseens A-24
SAIES TAX ittt ettt et ae e reene e eaeenees A-24
Bank and Corporation TaX.......ccccccecevererineinieninreeserenieistseeeniee et e s ssesseseseeseens A-25
INSUTANCE TaAX....oeiiiiiiiiecet ettt ereeseesae e A-25
Other TAXES....cuciuiiiiiiieiieeet ettt ettt re et b e s b e b ese s ersene b ensenenns A-26
Special Fund REVENUES .........ccoiviruieierieeeiececcectccecre ettt seesnens A-26
Recent TaxX RECEIPLS ......courevuiviriiiriteietcceetceetceece ettt s e s ens A-27
State EXPENAITULES ........c.coevivieiriririeieinececiene ettt ese sttt sesss st sss s senens A-29



TABLE OF CONTENTS

(continued)
Page

PRIOR FISCAL YEARS’ FINANCIAL RESULTS.......cocoimirrerieeieeeeeeeeessesesesesessaeaeaes A-30

Fiscal Years Prior to 1995-96 ...........cccoeeveeevecnnneenenrnenna, eeeneeeeaeneaes e A-30

1995-96 and 1996-97 Fiscal Years ..........cccccceveererierineneneesinteenereestesstesse e seeseeseenas A-31
CURRENT STATE BUDGET .......coctitiiirieirieeetreetetecteteeeeteseststssesesesessestesessestessesassssnsesons A-31

1997-98 FiSCal YEAT......ccocotruiriiiieeeeriireenisee ettt ettt eb e ss e A-31

Proposed 1998-99 Fiscal Year Budget .........cccocoeuiieiiiinincnnnncccennencniesieeeeeee, A-33

Summary of State Revenues and EXpenditures .............cccooceverenerecnenenennenenennnna. A-35

Revenue and Expenditure ASSUMPLIONS ........cccceeeuecierienuinenuencnrenreneeseesseseessesnnnens e A-37
ECONOMY AND POPULATION.......cocooorsoresrroseoroe e e A-39

INErOUCHION. ...ttt eaaes JRTSOURR A-39

Population and Labor Force...........c.cccoeirininiiiniiniiiinciicecc e A-39

Employment, Income and Retail Sales........ccccccoerininininiinniiciceececccen, A-40
LITIGATION.........cccc.... s RRssnssn A-42
Exhibit 1 -- AUDITED GENERAL PURPOSE FINANCIAL STATEMENTS OF THE

STATE OF CALIFORNIA AS OF AND FOR THE YEAR ENDED JUNE 30,

1997 ettt ettt ettt ettt et et b ettt st a et st e b ne e seasesans FS-1
Exhibit 2 -- STATE CONTROLLER’S STATEMENT OF GENERAL FUND CASH

RECEIPTS AND DISBURSEMENTS -- December 1997 (Unaudited)...................... FD-1

-11-



OVERVIEW OF STATE GOVERNMENT
Organization of State Government

The State Constitution provides for three separate branches of government: the
legislative, the judicial and the executive. The Constitution guarantees the electorate the right to
make -basic decisions, including amendments to the Constitution and local government charters.
In addition, the State voters may directly influence State government through the initiative,
referendum and recall processes. :

California’s Legislature consists of .a forty-member Senate and an eighty-member
Assembly. Assembly members are elected for two-year terms and Senators are elected for four-
year terms. Assembly members are limited to three terms in office, and Senators to two terms.
The Legislature meets almost year round for a two-year session. The Legislature employs the
Legislative Analyst, who provides reports on State finances, among other subjects. The Bureau
of State Audits, headed by the State Auditor, an independent office since 1993, has annually
issued an auditor’s report based on an examination of the General Purpose Financial Statements
of the State Controller, in accordance with generally accepted accounting principles.

The Governor is the chief executive officer of the State and is elected for a four-year
term. The Governor presents the annual budget and traditionally presents an annual package of
bills constituting a legislative program. In addition to the Governor, State law provides for seven
other statewide elected officials in the executive branch. The current elected statewide officials,
their party affiliation and the dates on which they were first elected, are as follows:

Party - First

Office . Name ' Affiliation . Elected
GOVernor ..........coecueeecereeneene Pete Wilson Republican 1990
Lieutenant Governor .............. Gray Davis Democrat 1994
TIaSUTET .........ovvvrneerrireerennes Matt Fong Republican 1994
Secretary of State................. Bill Jones Republican 1994
Attorney General................... Daniel E. Lungren Republican 1990
Controller ..........cccoceeviiinins Kathleen Connell Democrat 1994
Superintendent of Public -

Instruction........ccccoeeeeenne. Delaine Eastin Democrat 1994
Insurance Commissioner........ Chuck Quackenbush Republican 1994

The current term for each office expires in January 1999. Persons elected to statewide
offices are limited to two terms in office.

The executive branch is principally administered through twelve major agencies and
departments: Business, Transportation and Housing Agency, Child Development and Education
Agency, Environmental Protection Agency, Department of Finance, Department of Food and
Agriculture, Health and Welfare Agency, Department of Industrial Relations, Resources Agency,
State and Consumer Services Agency, Department of Veterans Affairs, Trade and Commerce
Agency and Youth and Adult Correctional Agency. In addition, some State programs come



under boards and commissions, such as The Regents of the University of California, Public
Utilities Commission, Franchise Tax Board and California Transportation Commission, which
have authority over many functions of State government with the power to establish policy and
promulgate regulations. The appointment of members of boards and commissions is usually
shared by the Legislature and the Governor, and often includes ex officio members.

California has a comprehensive system of public higher education, comprising three
sectors. The highest level is the University of California, which provides undergraduate,
graduate and professional degrees to about 158,000 full-time equivalent students at nine
campuses. The California State University system provides undergraduate and graduate degrees
to about 266,000 full-time equivalent students at 22 campuses. The third sector consists of over
100 community colleges which provide associate degrees and continuing education to over
940,000 full-time equivalent students.

Employee Relations

. As of January, 1998, the State work force represented approximately 282,000 personnel
years. Of the total, approximately 89,000 personnel years represented employees of institutions
of higher education. Civil service employees who are subject to collective bargaining represent
approximately 159,000 personnel years. The largest of the 21 bargaining units is the California
State Employee’s Association (“CSEA”), representing approximately 53 percent of those
employees subject to collective bargaining.

The State Employer-Employee Relations Act, enacted in 1977, provides that State
employees, defined as any civil service employee of the State and teachers under the jurisdiction
of the :Department of Education or the Superintendent of Public Instruction, and excluding
certain other categories, have a right to form, join and participate in the activities of employee
organizations for the purpose of representation on all matters of employer-employee relations.
Law enforcement employees have the right to be represented separately from other employees.
The chosen employee organization has the right to represent its members, except that once an
employee organization is recognized as the exclusive representative of a bargaining unit, only
that organization may represent employees in that unit.

" The scope of representation is limited to wages, hours and other terms and conditions of
employment. Representatives of the Governor are required to meet and confer in good faith and
endeavor to reach agreement with the employee organization, and, if agreement is reached, to
prepare a memorandum of understanding and present it to the Legislature for determination. The
Governor and the recognized employee organization are authorized to agree mutually on the
appointment of a mediator for the purpose of settling any disputes between the parties.
Alternatively, either party could request the Public Employment Relations Board to appoint a
mediator, in which case the costs of mediation would be paid by the Public Employment
Relations Board.

Contracts between the State and the various employee bargaining units expire and are
renegotiated periodically. As of January 1998, all collective bargaining agreements had expired
and were being renegotiated. The State has not experienced any major work stoppage in the last
10 years.



Employees’ Retirement Systems

Major retirement benefit programs administered by the State are described in Note 24 to
the State’s Audited Financial Statements, in Exhibit 1 to Appendix A, at page 67. This note
includes information on the unfunded actuarial accrued llabxhty of all the State’s major
retirement programs.

The two largest programs are the Public Employees’ Retirement System (“PERS”) and
the State Teachers’ Retirement System (“STRS”). PERS had assets with a market value in
excess of $119.9 billion as of June 30, 1997, an increase of $19 billion from June 30, 1996.
STRS had assets with a market value in excess of $74.9 billion as of June 30, 1997, an increase
of $11.5 billion from June 30, 1996.

STATE INDEBTEDNESS
General :

The State Treasurer is responsible for the sale of debt obligations of the State and its
various authorities and agencies. The State has always paid the principal of and interest on its
general obligation bonds, general obligation commercial paper, lease-purchase debt and short-
term obligations, including revenue anticipation notes and revenue anticipation warrants, when
due.

Capital Facilities Financing

General Obligation Bonds - The State Constitution prohibits the creation of general
obligation indebtedness of the State unless a bond law is approved by a majority of the electorate
voting at a general election or a direct primary. General obligation bond acts provide that debt
service on general obligation bonds shall be appropriated annually from the General Fund and all
debt service on general obligation bonds is paid from the General Fund. Under the State
Constitution, debt service on general obligation bonds is the second charge to the General Fund
after the application of moneys in the General Fund to the support of the public school system
and public institutions of higher education. Certain general obligation bond programs receive
revenues from sources other than the sale of bonds or the investment of bond proceeds.

As of January 1, 1998, the State had outstanding $18,571,476,000 aggregate principal
amount of long-term general obligation bonds, and unused voter authorizations for the future
issuance of $6,906,494,000 of long-term general obligation bonds. This latter figure consists of
$2,667,714,000 of authorized commercial paper notes, described in the next paragraph (of which
$936,220,000 had been issued), which had not yet been refunded by general obligation bonds,
and $4,238,780,000 of other authorized but unissued general obligation debt. See the table
“Authorized and Outstanding State Debt” below.

Commercial Paper Program - Pursuant to legislation enacted in 1995, voter approved
general obligation indebtedness may be issued either as long-term bonds, or, for some but not all
bond acts, as commercial paper notes. Commercial paper notes may be renewed or may be
refunded by the issuance of long-term bonds. The State intends to issue long-term general
obligation bonds from time to time to retire its general obligation commercial paper notes.
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Pursuant to the terms of the bank credit agreement presently in effect supporting the general
obligation commercial paper program, not more than $1.75 billion of general obligation
commercial paper notes may be outstanding at any time; this amount may be increased or
decreased in the future. Commercial paper notes are deemed issued upon authorization by the
respective Finance Committees, whether or not such notes are actually issued. As of January 1,
1998 the Finance Committees had authorized the issuance of up to $2,667,714,000 of
commercial paper notes; as of that date $936,220,000 aggregate principal amount of general
obligation commercial paper notes was actually issued and outstanding.

Lease-Purchase Debt - In addition to general obligation bonds, the State builds and
acquires capital facilities through the use of lease-purchase borrowing. Under these
arrangements, the State Public Works Board, another State or local agency or a joint powers
authority issues bonds to pay for the construction of facilities such as office buildings, university
buildings or correctional institutions. These facilities are leased to a State agency or the
University of California under a long-term lease which provides the source of payment of the
debt service on the lease-purchase bonds. In some cases, there is not a separate bond issue, but a
trustee directly creates certificates of participation in the State’s lease obligation, which are
marketed to investors. Under applicable court decisions, such lease arrangements do not
constitute the creation of “indebtedness” within the meaning of the Constitutional provisions
which require voter approval. For purposes of this section of the Official Statement and the
tables following, “lease-purchase debt” or “lease-purchase financing” means principally bonds or
certificates of participation for capital facilities where the rental payments providing the security
are a direct or indirect charge against the General Fund and also includes revenue bonds for a
State energy efficiency program secured by payments made by various State agencies under
energy service contracts. Certain of the lease-purchase financings are supported by special funds
rather than the General Fund (see “STATE FINANCES--Sources of Tax Revenue”). The table
does not include equipment leases or leases which were not sold, directly or indirectly, to the
public capital market. The State had $6,415,729,797 General Fund-supported lease-purchase
debt outstanding at January 1, 1998. The State Public Works Board, which is authorized to séll
lease revenue bonds, had $1,410,364,000 authorized and unissued as of January 1, 1998. Also,
as of that date certain joint powers authorities were authorized to issue approximately
$377,500,000 of revenue bonds to be secured by State leases. See Notes 8, 10, 12 and 15 to the
Financial Statements, Exhibit 1 to Appendix A, for additional information on State lease
commitments.

Non-Recourse pebt - Certain State agencies and authorities issue revenue obligations for
which the General Fund has no liability. Revenue bonds represent obligations payable from
State revenue-producing enterprises and projects, which are not payable from the General Fund,
and conduit obligations payable only from revenues paid by private users of facilities financed
by the revenue bonds. The enterprises and projects include transportation projects, various
public works projects, public and private educational facilities (including the California State
University and University of California systems), housing, health facilities and pollution control
facilities. There are 17 agencies and authorities authorized to issue revenue obligations
(excluding lease-purchase debt). State agencies and authorities had $22,495,585,453 aggregate
principal amount of revenue bonds and notes which are non-recourse to the General Fund
outstanding as of December 31, 1997, as further described in the table “State Agency Revenue
Bonds and Conduit Financing” below.
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Cash Flow Borrowings

As part of its cash management program, the State has regularly issued short-term
obligations to meet cash flow needs. The following table shows the amount of revenue
anticipation notes (“Notes”) and revenue anticipation warrants (“Warrants”) issued over the past
five fiscal years. Between spring 1992 and summer 1994, the State had depended upon external
borrowing, including borrowings extending into the subsequent fiscal year, to meet its cash
needs, including repayment of maturing Notes and Warrants. The State has not had to resort to
such cross-year borrowing after the 1994-95 Fiscal Year. See “STATE FINANCES--State
Warrants,” “PRIOR FISCAL YEARS’ FINANCIAL RESULTS” and “CURRENT STATE
BUDGET” below.

The State issued $3.0 billion of revenue anticipation notes for the 1997-98 Fiscal Year on
September 9, 1997, which mature on June 30, 1998.

State of California
Revenue Anticipation Notes and Warrants Issued
Fiscal Years 1993-94 to 1997-98

Principal
Fiscal Amount Date Maturity
Year Type (Billions) Issued Date
1993-1994  Notes Series A-B $2.0 July 28, 1993 June 28, 1994
Warrants Series A 1.2 February 23, 1994 December 21, 1994
Warrants Series B 2.0 February 23, 1994 July 26, 1994
1994-1995  Warrants Series C-D 4.0 July 26, 1994 April 25, 1996
Notes Series A-C 3.0 August 3, 1994 June 28, 1995
1995-1996  Notes 2.0 April 25, 1996 June 28, 1996
1996-1997  Notes Series A-C 3.0 August 6, 1996 June 30, 1997
1997-1998 Notes 3.0 September 9, 1997 June 30, 1998

SOURCE: State of California, Office of the Treasurer.
Authorized and Outstanding State Debt

The tables which follow provide information on outstanding State debt, authorized but
unissued general obligation bonds and commercial paper notes, debt service requirements for
State general obligation and lease-purchase bonds, and authorized and outstanding State revenue
bonds. For purposes of these tables, “General Fund bonds,” also known as “non-self liquidating
bonds,” are general obligation bonds expected to be paid from the General Fund without
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reimbursement from any other fund. Although the principal of general obligation commercial
paper notes in the “non-self liquidating” category is legally payable from the General Fund, the
State expects that principal of such commercial paper notes will be paid only from the issuance
of new commercial paper notes or the issuance of long-term general obligation bonds to retire
the commercial paper notes. Interest on “non-self liquidating” general obligation commercial
paper notes is payable from the General Fund. " S

“Enterprise Fund bonds,” also known as “self liquidating bonds,” are general obligation
bonds for which program revenues are expected to be sufficient to reimburse in full the General
Fund for debt service payments, but any failure to make such a reimbursement does not affect
the obligation of the State to pay principal and interest on the bonds from the General Fund.

[BALANCE OF PAGE INTENTIONALLY LEFT BLANK]



OUTSTANDING STATE DEBT
FISCAL YEARS 1992-93 THROUGH 1996-9

(Thousands)
- 1992-93 1993-94 1994-95 1995-96 1996-97
Outstanding Debt(a)

General Obligation Bonds
General Fund (Non-Self Liquidating)................ $ 13,337,721 $ 14,368,506 $ 14,903,326 $ 14,322,086 $ 14,250,536
Enterprise Fund (Self Liquidating)..........cecuevec.. 4,302,655 4,028,865 4,171,775 3,934,630 3,699,060
Total . $ 17,640,376 $ 18,397,371 $§ 19,075,101 $ 18,256,716 $ 17,949,596
Lease-Purchase Debt 3,997,183 5,096,508 5,565,162 5,845,237 6,175,044

Total Outstanding General Obligation
Bonds and Lease-Purchase Debit.....................

o

21,637,559 § 23,493,879 $ 24,640,263 $ 24,101,953 $ 24,124,640

Bond Sales During Fiscal Year

Non-Self Liquidating General Obligation Bonds. $ 2,617,706 $§ 2,042,665 $ 1,505,600 $ 620,810 $ 1,025,000
Self Liquidating General Obligation Bonds......... $ - 3 2,000 $ 386,930 $ 03 0
Lease-Purchase Debt $ 1,775570 $ 1,765,400 $ 598,817 $ 779,575 $ 1,257,630
Debt Service(b)
Non-Self Liquidating General Obligation Bonds. $ 1,472,581 § 1,748,001 $§ 1,901,265 $ 1,960,603 $§ 1,946,333
Lease-Purchase Debit...........ccccvueeununee . $ 276,514 $ 364,543 § 425940 $ 482,751 § 532,783
General Fund Receipts(b) $ 42757910 § 40,527,732 $ 44,547,812 $ 46,731,104 $ 49,831,217
Non-Self Liquidating General Obligation Bonds
Debt Service as a Percentage of General
Fund Receipts. 3.44% 431% 4.27% 4.20% 3.91%
Lease-Purchase Debt Service as a
Percentage of General Fund Receipts............... 0.65% 0.90% 0.96% 1.03% - 1.07%
Population(c) 31,188,000 31,517,000 - 31,790,000 32,063,000 32,383,000
Non-Self Liquidating General Obligation Bonds
Outstanding Per Capita... $ 42766 $ 45590 $ 468.81 $ 446.69 $ 440.06
Lease-Purchase Debt Outstanding Per Capita...... $ 128.16 $ 161.71 $ 175.06 $ 18230 § 190.69
Personal Income(d) $ 697,911,000 $ 715,923,000 $ 760,431,000 $ 810,129,000 $ 865,185,000
Non-Self Liquidating General Obligation Bonds
Outstanding as Percentage of Personal Income.. 1.91% 2.01% 1.96% 1.77% 1.65%
Lease-Purchase Debt Outstanding as
Percentage of Personal Income..........ccceceeuruenenne 0.57% 0.71% 0.73% 0.72% 0.71%

(a) As of last day of fiscal year
(b) Calculated on a cash basis; debt service costs of bonds issued in any fiscal year largely appear in subsequent fiscal year.

(c) Asof July 1, the beginning of the fiscal year.
(d) Calendar year in which fiscal year ends.

SOURCES: Population and Personal Income: State of California, Department of Finance

Outstanding Debt, Bonds Sales During Fiscal Year and Debt Service: State of California, Office of the Treasurer.
General Fund Receipts: State of California, Office of the State Controller.
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SCHEDULE OF DEBT SERVICE REQUIREMENTS
FOR GENERAL FUND GENERAL OBLIGATION BONDS(a)
(Non-Self Liquidating)

Fiscal
Year
Ending

As of January 1, 1998
Current Debt
Interest Principal (b) Total
451,957,148.38 $ 365,900,000.00 5 817,857,148.38 (c)
860,101,367.48 1,001,055,000.00 1,861,156,367.48
801,687,471.25 986,915,000.00 1,788,602,471.25
746,051,219.25 980,628,068.25 1,726,679,287.50
678,023,506.32 1,024,420,000.C9 1,702,443,506.32
616,158,873.89 973,561,391.80 1,589,720,265.69
553,281,323.75 899,420,000.00 1,452,701,323.75
500,011,270.09 836,154,388.71 1,336,165,658.80
444,692,337.50 772,690,000.00 1,217,382,337.50
395,024,615.77 727,925,000.00 1,122,949,615.77
351,138,020.44 711,248,078.31 1,062,386,098.75
304,245,681.25 702,960,000.00 1,007,205,681.25
258,806,146.25 646,320,000.00 905,126,146.25
220,024,441.09 571,344,045.16 791,368,486.25
181,732,823.80 427,800,000.00 609,532,823.80
158,118,954.60 317,035,000.00 475,153,954.60
141,815,159.64 244,380,000.00 386,195,159.64
128,615,810.94 232,855,000.00 361,470,810.94
115,900,092.24 231,165,000.00 347,065,092.24
103,380,180.93 230,890,000.00 334,270,180.93
91,020,111.85 230,455,000.00 321,475,111.85
78,718,343.75 230,005,000.00 308,723,343.75
66,438,325.00 229,540,000.00 295,978,325.00
53,875,588.75 229,670,000.00 283,545,588.75
41,540,796.25 214,350,000.00 255,890,796.25
29,621,159.20 216,380,000.00 246,001,159.20
19,003,118.09 144,135,000.00 163,138,118.09
11,479,955.58 104,860,000.00 116,339,955.58
6,434,496.09 65,855,000.00 72,289,496.09
2,930,327.34 49,215,000.00 52,145,327.34
812,728.59 31,715,000.00 32,527,728.59

(a) Does not include commercial paper outstanding.
(b) Includes scheduled mandatory sinking fund payments as well as serial maturities.

$ 8,412,641,395.35

$ 14,630,845,972.23

$ 23,043,487,367.58

(c) Total represents the remaining debt service requirements from February 1, 1998 through June 30, 1998.

SOURCE: State of California, Office of the Treasurer.
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FOR ENTERPRISE FUND GENERAL OBLIGATION BONDS(a)

(Self Liquidating)
As of January 1, 1998

Fiscal
Year
Ending Current Debt
June 30 Interest Principal (b) Total
1998 120,512,532.77 $ 83,765,000.00 204,277.532.77 (c)
1999.....omiiceieeeeceeneeenne 236,771,051.15 187,145,000.00 423,916,051.15
2000.......ciereerreneeeenenenne 224,074,688.65 200,010,000.00 424,084,688.65
010 ) SO 210,159,943.75 194,790,000.00 404,949,943.75
2002.....ccerererenreeeneeriens 196,365,308.75 198,865,000.00 395,230,308.75
2003 182,394,498.85 191,725,000.00 374,119,498.85
2004......ceeieeeeeeerenen 168,918,406.25 184,740,000.00 353,658,406.25
2005. ... ereneeens 155,908,686.00 179,030,000.00 334,938,686.00
2006.........coereieirrrenenens 143,310,239.75 161,780,000.00 305,090,239.75
2007 e 131,929,298.51 157,610,000.00 289,539,298.51
2008.....ccieeeieeeereeeeeee 120,199,781.05 155,770,000.00 275,969,781.05
2009......cceeieierieereeens 108,974,755.00 154,440,000.00 263,414,755.00
2010, 98,187,747.80 151,935,000.00 250,122,747.80
201 1. 88,508,248.25 118,020,000.00 206,528,248.25
2012 e, 81,436,169.75 137,775,000.00 219,211,169.75
2013 e 74,275,536.00 131,525,000.00 205,800,536.00
2014 s 66,913,767.50 126,200,000.00 193,113,767.50
2015, et 60,876,415.00 124,795,000.00 185,671,415.00
2016...ceeeeeierreereeeaeeens 54,471,918.75 129,975,000.00 184,446,918.75
2017 48,145,205.00 121,420,000.00 169,565,205.00
2018, 42,305,290.00 100,770,000.00 143,075,290.00
2019 35,595,391.64 166,155,000.00 201,750,391.64
2020 30,204,005.00 48,065,000.00 78,269,005.00
2021 27,462,670.00 40,840,000.00 68,302,670.00
2022, 25,050,865.00 36,210,000.00 61,260,865.00
2023, 22,828,342.50 10,680,000.00 33,508,342.50
2024 22,223,570.00 28,165,000.00 50,388,570.00
2025, 20,480,180.00 41,470,000.00 61,950,180.00
2026, 17,864,055.00 44,115,000.00 61,979,055.00
2027 15,128,576.25 46,975,000.00 62,103,576.25
2028, 12,379,327.50 8,255,000.00 20,634,327.50
2029, 11,956,667.50 6,840,000.00 18,796,667.50
2030, 11,506,147.50 9,250,000.00 20,756,147.50
2031 e, 10,972,887.50 9,795,000.00 20,767,887.50
2032, e 10,408,407.50 10,365,000.00 20,773,407.50
2033 e 5,058,863.36 241,365,000.00 246,423,863.36

Total ......occveveernnnn $ 2,893,759,444.78 $ 3,940,630,000.00 $ 6,834,389,444.78

(a) Does not include commercial paper outstanding. Included $300 million of convertible option bonds which
are subject to mandatory tender on 6/1/99.

(b) Includes scheduled mandatory sinking fund payments as well as serial maturities.

(c) Total represents the remaining debt service requirements from February 1, 1998 through June 30, 1998

SOURCE: State of California, Office of the Treasurer.
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SCHEDULE OF DEBT SERVICE REQUIREMENTS

Fiscal .
Year
Ending

FOR LEASE-PURCHASE DEBT
As of January 1, 1998
Current Debt
Interest Principal (a) Total
155,791,807.83 $ 80,180,000.00 $ 235,971,807.83 (b)
343,315,195.65 229,980,400.38 573,295,596.03
331,703,762.22 275,269,962.79 606,973,725.01
318,403,072.31 296,739,019.75 615,142,092.06
304,322,520.46 275,935,773.02 580,258,293.48
293,188,822.28 276,081,118.58 569,269,940.86
278,516,680.24 283,401,386.24 561,918,066.48
265,006,581.10 296,119,507.20 561,126,088.30
246,727,415.46 314,247,554.60 560,974,970.06
234,868,697.79 265,923,920.44 500,792,618.23
217,502,678.81 271,991,787.98 489,494,466.79
206,634,016.93 291,997,732.44 498,631,749.37
185,254,314.02 278,421,633.76 463,675,947.78
158,941,615.82 288,525,000.00 447,466,615.82
143,066,546.44 269,460,000.00 412,526,546.44
128,113,352.52 275,025,000.00 403,138,352.52
112,972,221.08 274,860,000.00 387,832,221.08
97,515,907.85 290,520,000.00 388,035,907.85
81,572,077.71 267,640,000.00 349,212,077.71
66,631,493.20 268,415,000.00 335,046,493.20
52,131,136.59 278,620,000.00 330,751,136.59
37,625,180.56 232,345,000.00 269,970,180.56
25,135,792.38 207,055,000.00 232,190,792.38
15,288,736.77 145,135,000.00 160,423,736.77
7,261,671.23 118,005,000.00 125,266,671.23
2,601,663.15 58,590,000.00 61,191,663.15
271,065.63 2,515,000.00 2,786,065.63
93,267.50 2,730,000.00 2,823,267.50

$ 4,310,457,293.53

$ 6,415,729,797.18

$10,726,187,090.71

(@) Includes scheduled mandatory sinking fund payments as well as serial maturities.

(b) Total represents the remaining debt service requirements from February 1, 1998 through

June 30, 1998

SOURCE: State of California, Office of the Treasurer.
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STATE PUBLIC WORKS BOARD AND
OTHER LEASE-PURCHASE FINANCING

OUTSTANDING ISSUES
As of January 1, 1998
Name of Issue _ Outstanding
GENERAL FUND SUPPORTED ISSUES:
State Public Works Board
California Community COIEZES .....cocuvrririiiriiiirriinenieerenrtrsenrenenessesaeeseseesresnesaessessons 3 658,220,000
Department of COMTECHIONS *..........ccociiiiviiiiiiiiiinencnret et 2,722,908,684
Energy Efficiency Program (Various State Agencies) (2).....c.cocecevvies cevevrniveinnnenns 149,245,000
The Regents of The University of California * (b)......cc.cccocvervrenrvrvnccceriniiennininns 1,164,611,113
Trustees of The California State University.........cccueevercenenecineneneniceeinnecnsicsseesinnens 768,920,000
Various State Office Buildings........coccoevienirinininninirncencicccecccncennes 330,475,000
Total State Public Works Board Issues $ 5,794,379,797
Total Other State Building Lease Purchase Issues $ 621,350,000
Total General Fund Supported Issues. $ 6,415,729,797
SPECIAL FUND SUPPORTED ISSUES:
East Bay State Building Authority Certificates of Participation
(State of California Department of Transportation) *............ccceeeeeeerrereeerereeceenenrene $ 95,920,101
San Bernardino Joint Powers Financing Authority
(State of California Department of Transportation)..........cccceceeueereerusressesessereereseevens 63,755,000
San Francisco State Building Authority
(State of California Department of General Services Lease) (C) ......cocevervrrerreruererannas 54,270,000
Total Special Fund Supported Issues S 213,945,101
TOTAL $ 6,629,674,898

* Includes the initial value of capital appreciation bonds rather than the accreted value.

(a) This program is self-liquidating based on energy cost savings.

(b) The Regents’ obligations to the State Public Works Board are payable from lawfully available funds of
The Regents which are held in The Regents' treasury funds and are separate from the State General Fund.
A portion of The Regents' annual budget is derived from General Fund appropriations.

(c) The sole tenant is the California Public Utilities Commission.

SOURCE: State of California, Office of the Treasurer.



STATE AGENCY REVENUE BONDS
AND CONDUIT FINANCING
For the quarter ending December 31, 1997

Issuing Agency

State Programs Financing:

California State UIVETSILY..........c..coeeueueereriireiereeeieieeeeese e seessseeaesse s e sesesseseseaes
California Transportation COMMUSSION.............cccueueueeuemeueuemerreeemememeeemeneereeees eesecaenns
Department of Water RESOUTCES...........cc.coveeveeveereeeeiieieeteereeeree<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>